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FY08-09 Actuals

TOTALS | oyer pyor-os
Total Net Revenue (TNR) k 1 ,020,57 (0,344 2.4%
Total Expenses (TE) |~ | $755,084716 | 43%
et Lottery Proceeds(NLP "";’gsgﬁé,lzs (2.5%)
After-School Funding o --‘;..R-$;£4,666,222 | 6.9%
Total State Proceeds $280,152,350 (2.1%)

Tennessee General Assembly, Fiscal Review Committee, RNC

Why did NLP decline in FY08-09?

EYas..-OG- -$EE;,715,§-B2. | _. .$'103,l=3.f.ll2,.i8.4 ..$14'..5.,44’.I,347 $42,439,06_3
FY06-07 | $51574,745 | $55478,759 $57,§84,975 $2,106,216 '
FYO7-08 | $5,062,645 $5,102,434 $5,549,510 $447,076
FY08-00 | $31,044242 | $30,926,747 | $23,997,308 | ($6,929,439)

Tennessee Genera! Assembly, Fiscal Raview Committee, RNG




Profit Maximization

NLP will
increase

- Optimum
Prize

Expense

Tennessee General Assembly, Fisgai Review Committes, RNC 5

Is TEL past the_“Sweet Spot” now?

* Unknown

* If the economy reboundsw with 1mprovements in employment,
discretionary i mcome? and prxze_expense is held relatively
constant, and Net Lottery, ceec

 Then, I would sug (at am mmum) =thq :the sweet spot is
shifting towards the prize expense: -poifit ‘being utilized by
TELC.

« But, if economy rebounds, and prize expense continues to
grow, and Net Lottery Proceeds continue to decline...
« Then, ] am more inclined to say “yes”.

Tennessee General Assambly, Fiscal Revlew Committee, RNC 6




Each Dollar of Revenue

- Fros-04

FY04-06

FY06-06

FY06-07

FY07.08

FY08-00

. 'E:rlzeiEiﬁéh"sé G| BB2% | 67.9% | 68E% | 60.3% | 604% | 621%
| 4% | T0% | 0% | T0% | 70% | 70%

23% | 2% | 2% | 24% | 21% | 22%

13% | 19% | 15% | 13% | 12% | 10%

4% | 04% | 04% | 04% | 08% | 03%

25% | 20% | 17% | 15% | 18% | 15%

34% | B9% | 289% | 274% | 273% | 260%

1| 100.0% | 100.0% | 1000% | 100.0% | 100.0% | 100.0%
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FY09-10 (YTD)

Incremental exp

‘Tennessee General Assembly, Fiscal Review Committee, RNC

Net Lottery Proéeeds'are up by 2.8%
Incremental proceeds are $2,383,863

Through four months (October 31, 2009)
Total Net Sales _,a p by




Legislation Change

Section 60, Public Chapter 531, Public Acts 2009
made a significant change to T. C.A. 4-51-111
regarding pr OJectmns for: net lotteryfproceeds

« In the past, the S’cateLF‘ ndin Boérd‘was required to
project net lottéry proc g
subsequent ﬁscal;’yl

- PC 531 requires the'State Funding Board to project
net lottery proceeds for ‘the current fiscal year and
four subsequent fiscal years

« FY09-10 through FY13-14

Tonnessee General Assembly, Fiscal Review Committee, RNC

Lottery Industry Change

. There are two mega-jackpot lottery games:
1. Powerball (PB) o

. Lotteries can "s;cl;l’.oﬂe;o the'other, not both
- 12 jurisdictions |

- 33 _]urlsdICtIOIlS sel]
D.C. and Virgin Islands)

clu €s Washington

. Jurisdictions with lotteries will have the option to

cross-sell tickets for both games in early 2010

Tennessee General Assembly, Fiscal Review Committes, RNC
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Expectations

« Significant impact on.the TEL

+ Expected to g i al revenue and

proceeds for éohoiars,.

» Exactly how much fhore i§ unknown and very
difficult to forecast

Tennessee General Assambly, Flscal Review Committee, RNC
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Lottery Industry Change

(CONTINUED)

Why is net impact so difficult to forecast?

_» No sales histo,‘

* PB sales are'” canmbahzed as

1. The populatlon base. of PB players will
increase

2. Cause PB jackpots to grow faster

Tennessee General Assembly, Fiscal Review Committee, RNC
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Lottery Industry Change

(CONTINUED)

* Once MM tlckets‘arehsold TEL will have
- drawings for two mega ot games four
times per we

* PB drawings;occur Wednesday and
Saturday

* MM drawings-o gg:sday and Friday

Tennessee General Assembly, Fiscal Revlew Committes, RNC
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Lottery Industry Change

(CONTINUED)

* TELC plans to dlscontmue Lotto Plus (LP)
due to similarities

* Pick 5 salesfat_:
result

. When LP w
cannibalized sales

1 March 2008 it

» The expectation is that some LP sales will
shift back to Pick 5

Tennessee General Assembly, Fiscal Review Committee, RNC
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Instant Games - Since Inception

> Weekly sales from January 24, 2004 through October 31, 2009,
P Seasonality to sales - Peak in winter; trough in summer.
P Overall trend is upward due to gradually increasing payouts.
P Laet spike - due to success of Tennessee Millionaires Club ancd
other licensed property games '
A Base level of sales approximately $15,000,000 per week

Tennessec General Assembly, Fiscal Review Committee, RNC
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Cash 3 - Since Inception

P Weekly sales from March 6, 2004 through Octaber 31, 2609
¥ Less seasonality relative to instant games.
» Overall rend is downward,

Tennessee General Assembly, Fiscal Review Commitiee, RNC
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- Cash 4 - Since Inception

T VA

P Weekly Sales from April 23, 2005 through October 31, 2009,

P Less seasonality relative to instant games.
P Overall trend is relatively flat,..especially over last couple of

[years:
P Last increase of sales due to "Lucky Sum" component,

P Base level of sales is approximately $450,000 per week,

Tennaessae General Assembly, Fiscal Review Committee, RNC
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Powerball - Sales vs. Jackpots
FY08-09

P Sales are dependent upon jackpots.
P Sales are typically betweaen $2,000,000 and
$4,600,000 per week depending on
jatkpot,
P Long-term sales trend is slightly upwards
due to higher jackpots due to matrix change.
preare

1

Tennegssee General Assembly, Fiscal Review Committes, RNC
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Lotto Plus - Sales t

o Jackpots

FY08-09

Salen nre dependent

. upon jackpots.

Salen typioally betwaen
$300,000 and $350,000

per week depending on
jackpot.

Game will be disnontinued
when MegaMilliona
introduced (eady 2010).

Tennessee General Assembly, Fiscal Review Committes, RNC

Pick 5 - Sales to
FY08-0

Jackpots
9

D e e A AN R R B AR

Salen are dependent on
jackpots.

P Salcs typically hetween
$200,000 and $400,000 per
week depending on jackpot.

P Long-tesm sales trend has
frcen relatively flat, but is
expected to increase when
Lotto Plus is discontinued.

e Avg. Weshkly Juckpot =4~ Gross Wookly Saiss

Tennessae General Assembly, Fiscal Revlew Committee, RNC
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Assumptions for FY09-10

* One new “spotlight” instant game.

» Prize payout ratio for mstant games increase from
66.1% to 67. 0%

» Total Expenses = 74. 2% of Total Net Revenue
» Net Lottery Proceeds = 25.8% of Total Net Revenue

Tennessee General Assembly, Fiscal Review Committee, RNC 21

FY09-10 - Mean Estimates (1)

GROWTH
Over FY08-09
Total Net Revenue ( NR 1.8%
Total Expenses (TE; 2.1%
Net Lottery Proceeds(NL 1.0%
Afier-School Funding | $13,250,000 | (-9.7%)
Total State Proceeds $281,364,000 0.4%
Tennessee General Assembly, Fiscal Review Committee, RNC 22
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FY09-10 - Estimates (2)

Instant Games {Net) $774,000,000 $704, 000 GDU
Cash3 & Cash4 ) $74,000,000 $76,000,000
Plck 5 & Lotto Plus $24,000,000 $26,000,000
Powerball & Mega Millions $140,600,000 $160,000,000
Misc. Revenue $5,000,000 $5,400 000
Total Revenue $1,017,000,000 $1,061,400, 000
Total Expenses {74.2%) $754,614,000 $73? 559 000

$273,841,000
$14,000,000
$287,841,000

$262,386,000

$12,500,000

$274,886,000

Tennessee General Assembly, Fiscal Review Committees, RNC 23

Assumptions for FY10-11

. Prize payout ratio for instant games increase from
67.0% to 68. 0% =

appr0x1mate1y3: 4;°\
« No matrix changes forPB, MM,;or Pick 5

» Total Expenses = 74.4% of Total Net Revenue

« Net Lottery Proceeds = 25.6% of Total Net Revenue

Tennessee General Assembly, Fiscal Revlew Committee, RNC 24
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FY10-11 - Mean Estimates (1)

Tennessee General Assemhly, Fiscal Review Committes, RNC

GROWTH
TOTALS Over FY09-10
Total Net Revenue (TNR. 60,000 1.2%
Total Expenses (TE 00 1.5%
Net Lottery Proceeds:( 350,000 0.5%
After-School Funding * $13,500,000 1.9%
Total State Proceeds 282,850,000 0.5%
Tennessee General Assembily, Fiscal Review Commities, RNC 25
FY10-11 - Estimates (2)
Instant Games (Net) $791,840,000 | $795,760,000 | $799,680,000
Cash3 & Cash4 $73,500,000 $74,500,000 $75,500,000
Pick 5 $18,000,000 $19,000,000 $20,000,000
Powerball & Mega Millions $150,000,000 | $157,500,000 | $165,000,000
Misc. Revenue $5,200,000 $5,400,000 $5,600,000
Total Revenue $1,038,540,000 | $4,052,160,000 | $1,065,780,000
Total Expenses (74.4%) $772,670,000 | $782,810,000 | $792,940,000
$265,870,000 $272,840,000
$13,000,000 §14,000,000
$278,870,000 $286,840,000

26
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Out Years

FY11-12, FY12-13 and FY13-14

« Sales growth is difficuli-to. forecast due to the
possibility of th‘“)’ .

1. Changes t pa
2. Matrix changes:
3. Structure cﬁa:nges 9.0tk sonline games

4. Introduction of new instant games, online

games, and advertising, etc.

Tennessae General Assembiy, Fiscal Review Committee, RNC 27

Out Years

(CONTINUED)

« Further complicated by the introduction of
Mega Millions to: TN-"‘b"‘M"use there is no sales
data to referem re.MM and PB have been

cross-sold.

* Due to high leve talt ty, projections
for net lottery proceeds and after-school
funding for the three out years remain fixed at
FY10-11 levels. |

Tennessee General Assembly, Fiscal Review Commities, RNC 28
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QUESTIONS?
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